KEEGAN, WERLIN & PABIAN, LLP

ATTORNEYS AT LAW
21 CUSTOM HOUSE STREET
BOSTON, MASSACHUSETTS 02110-3525 TELECOPIERS:

B17)951- 1354
(617)951-1400 (617)951- 0586

May 16, 2003

Mary L. Cottrell, Secretary

Department of Telecommunications afid Energy
One South Station

Boston, MA 02110

Re:  D.T.E.03-47, Boston Edison Company, Cambridge Electric Light Company,
Commonwealth Electric Company, NSTAR Gas Company, Pension/PBOP
Adjustment Mechanism Tariff Filing

Dear Secretary Cottrell:

Enclosed for filing in the above-referenced matter are the responses of Boston
Edison Company, Cambridge Electric Light Company, Commonwealth Electric
Company and NSTAR Gas Company to the Information Requests set forth on the
accompanying list.

Thank you for your attention to this matter.

Sincerely,

Llk T eape 4.0

Robert J. Keegan
Enclosures

cc: Service List



Responses to Information Requests

Information Request DTE-1-1
Information Request DTE-1-2
Information Request DTE-1-3
Information Request DTE-1-4
Information Request DTE-1-5
Information Request DTE-1-6
Information Request DTE-1-7
Information Request DTE-1-8
Information Request DTE-1-9
Information Request DTE-1-10

May 16, 2003



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-1

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 2

Information Request DTE-1-1

Response

Refer to Filing at NSTAR-JJJ-1(A), p. 2 of the pre-filed testimony of James J.
Judge. Please provide any letters, memoranda, reports or other written
documents in which NSTAR’s auditors communicated to the Company that
this filing was required “in order to avoid a charge against equity and negative
earnings impacts.”

No written documents were provided to the Company from NSTAR’s
auditors, PricewaterhouseCoopers (“PwC”) regarding this topic.  The
conclusion was made during discussions between the Company’s management
and PwC based on the interpretation of paragraph 9 of SFAS 71, “Accounting
for the Effects of Certain Types of Regulation”. Furthermore, SFAS 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets”, amended
paragraph 9 of SFAS 71 to indicate that amounts that cannot be classified as a
regulatory asset pursuant to GAAP, must be taken as a charge against
earnings.

In particular Paragraph 9 of SFAS 71 states:

9. Rate actions of a regulator can provide reasonable assurance of
the existence of an asset. An enterprise shall capitalize all or
part of an incurred cost that would otherwise be charged to
expense if both of the following criteria are met:

a. It is probable that future revenue in an amount at least
equal to the capitalized cost will result from inclusion
of that cost in allowable costs for rate-making purposes.

b. Based on available evidence, the future revenue will be
provided to permit recovery of the previously incurred
cost rather that to provide for expected levels of similar
future costs. If the revenue will be provided through an
automatic rate-adjustment clause, this criterion requires
that the regulator’s intent clearly be to permit recovery
of the previously incurred cost.

With the issuance of SFAS 130, “Reporting Comprehensive Income”, in
1997, paragraph 9 is now being interpreted within the accounting profession



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-1

May 16, 2003

Person Responsible: James J. Judge
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to include charges to other comprehensive income (such as additional
minimum pension liabilities).



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-2

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 1

Information Request DTE-1-2

Response

Refer to Filing at NSTAR-JJJ-1(A), p. 2-3. Please provide for each of the
years 1998 through 2002 the FAS 87/FAS 106 accounting expense; the tax
deductible contributions to the pension/post-retirement benefits other than
pensions (“PBOP”) plans; and the amount collected in rates for pension/PBOP
expenses.

Please see Attachment DTE-1-2.
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NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-3

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 1

Information Request DTE-1-3

Refer to Filing at NSTAR-JJJ-1(A), p. 28. Please provide the expected level
of SFAS 87 and SFAS 106 expense which will be booked in 2003, 2004 and
2005.

Response

Please refer to the table below for a forecast of NSTAR’s SFAS 87 and SFAS
106 expense for its regulated companies. Note that these estimates are based
on normalized assumptions, including, among other things, the future
performance of financial markets. The actual expenses may vary
considerably, depending on future market performance.

2003 2004 2005
Estimated SFAS 87 $35,100,000 $32,300,000 $29,600,000
Expense
Estimated SFAS 106 $31,700,000 $28,900,000 $26,700,000
Expense




NSTAR Electric and Gas Company

Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-4

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 1

Information Request DTE-1-4

Refer to Filing at NSTAR-JJJ-1(A), p. 29. Please provide an illustration,
using assumed numbers, of the calculation of the proposed pension/PBOP

adjustment mechanism.

Response
See Attachment DTE-1-4 for an example of the pension adjustment factor

calculation for the years 2004 and 2005.



Information Request DTE-1-4

5/15/2003
Page 1 of 2
2004 Example Pension Adjustment Factor Calculation ($'s in millions)
Boston Cambridge Commonwealth NSTAR
Line Description Edison Electric Electric Gas Description
Col. A Col. B Col.C Col.D Col. E Col. F
1 2001 Non-Capitalized Pension & PBOP Contributions § 50228 $ 2571 $ 13902 $ 12.687
2 2002 Non-Capitalized Pension & PBOP Contributions 40.743 2.004 11.355 12.023
3 2003 Non-Capitalized Pension & PBOP Contributions 54214 2.666 15.109 15.998
4 2001 - 2003 Average Pension & PBOP Contributions 48.395 2414 13.455 13.569 (Line 1+ Line 2 + Line 3)/3
5 less: Pension & PBOP Expense Currently in Rates 23.871 1.123 7.366 4.818 Exhibit NSTAR-J1J-4, Col. D
6. | Average Differential Amount 24.524 1.291 6.089 8.751 | Line 4 - Line 5
Unamortized Reconciliation Deferral at . . .

7 12/31/2002 (See Notes 1,2) 4.198 3712 - - Line 10 from prior year filing
8 2003 Reconciliation Deferral (Accrual) 17.301 0.902 4.108 7.331 SFAS 87/106 est. expense - Line 5
9 2003 Reconciliation Adjustment - - - - Line 11 from prior year
10 Unamortized Reconciliation Deferral at 12/31/2003 21.499 4.614 4.108 7331 Line 7+ Line 8 - Line 9
11 | Reconciliation Adjustment For 2004 7.166 1.538 1.369 2444 | (Line 10)/3
12 Pension and PBOP Prepaid at 12/31/2002 124.553 6.126 34712 36.753
13 Pension & PBOP Prepaid at 12/31/2003 141.943 6.981 39.558 41.885
14 2003 Average Pension & PBOP Prepaid 133.248 6.554 37.135 39.319 (Line 12 +Line 13)/2
15 Unamortized Reconciliation Deferral at 12/31/2003 21.499 4.614 4.108 7331 Line 10
16  Deferred Tax Amount (55.292) (4.283) (14414) (17.311)
17 Balance Subject to Carrying Charge 99.455 6.885 26.829 20339 Line 14 + Line 15 + Line 16
18 Cost of Capital Factor 10.88% 12.70% 13.49% 15.53%
19 LCarrying Charge Amount 10.821 0.874 3.619 4,5;| Line 17 * Line 18
20 2003 Actual Pension/PBOP Adjustment Amount - - - - Line 23 prior year true-up
21 less: 2003 Actual Pension/PBOP Adjustment Revenue - - - -
22 I Past Period Reconciliation Amount - - - - —| Line 20 - Line 21
23 I Forecasted 2004 Pension/PBOP Adjustment Amount 42.511 3.703 11.077 15.75T| Line 6 + Line 11 + Line 19 + Line 22
24 Forecasted 2004 gWh (Mil. Therms for NSTAR Gas) 14,962 1,609 4,073 460
25 2004 Pension/PBOP Adjustment Factor 0.00284 0.00230 0.00272 0.0342 (Line 23) / (Line 24)

DTE-0

Note 1. Includes Boston Edison pension deferral of $4.198 million from D.P.U. 92-92

Note 2: Includes Cambridge Electric defcﬁal and carrying charges of $3.712 million from phase-in of SFAS 106 (D.P.U 92-250)

1-04 Att (final).xls

05/16/2003 3:03 PM



Information Request DTE-1-4

5/15/2003
Page 2 of 2
2005 Example Pension Adjustment Factor Calculation ($'s in millions)
Boston Cambridge Commonwealth NSTAR
Line Description Edison Electric Electric Gas Description
Col. A Col.B Col.C Col. D Col.E Col. F

1 2001 Non-Capitalized Pension & PBOP Contributions $ 50228 $ 2.571 13.902 § 12.687
2 2002 Non-Capitalized Pension & PBOP Contributions 40.743 2.004 11.355 12.023
3 2003 Non-Capitalized Pension & PBOP Contributions 54.214 2.666 15.109 15.998
4 2001 - 2003 Average Pension & PBOP Contributions 48.395 2414 13.455 13.569 (Line 1 + Line 2 + Line 3)/3
s less: Pension & PBOP Expense Currently in Rates 23.871 1.123 7.366 4.818 Exhibit NSTAR-JIJ-4, Col. D
6 LAverage Differential Amount 24.524 1.291 6.089 8.751 | Line 4 - Line 5

Unamortized Reconciliation Deferral at . . .

12/31/2003 (See Notes 1,2) 21.499 4.614 4.108 7.331 Line 10 from prior year filing
8 2004 Reconciliation Deferral (Accrual) (10.681) (0.559) (2.945) (2.440) SFAS 87/106 est. expense - Line 4
9 2004 Reconciliation Adjustment 7.166 1.538 1.369 2.444 Line 11 from prior year
10 Unamortized Reconciliation Deferral at 12/31/2004 3.652 2.517 (0.206) 2.447 Line 7 + Line 8 - Line 9
11 | Reconciliation Adjustment For 2005 1.217 0.839 (0.069) 0.8 16—| (Line 10) /3
12 Pension and PBOP Prepaid at 12/31/2003 141.943 6.981 39.558 41.885
13 Pension & PBOP Prepaid at 12/31/2004 125.817 6.188 35.064 37.126
14 2004 Average Pension & PBOP Prepaid 133.880 6.585 37.311 39.506 (Line 12 + Line 13)/2
15 Unamortized Reconciliation Deferral at 12/31/2004 3.652 2.517 (0.206) 2.447 Line 10
16  Deferred Tax Amount (47.713) (3.394) (12.634) (14.743)
17 Balance Subject to Carrying Charge 89.819 5.708 24.471 27210 Line 14 + Line 15 + Line 16
18 Cost of Capital Factor 10.88% 12.70% 13.49%  15.53%
19 Iiarrying Charge Amount 9.772 0.725 3.301 4,226—| Line 17 * Line 18
20 2004 Actual Pension/PBOP Adjustment Amount 42.511 3.703 11.077 15.751 Line 23 prior year true-up
21 less: 2004 Actual Pension/PBOP Adjustment Revenue 42.000 4.000 9.000 17.000 Example Data
22 I Past Period Reconciliation Amount 0.511 (0.297) 2.077 (1.249)| Line 20 - Line 21
23 l Forecasted 2005 Pension/PBOP Adjustment Amount 36.024 2.558 11.398 12.544 I Line 6 + Line 11 + Line 19 + Line 22
24 Forecasted 2005 gWh (Mil. Therms for NSTAR Gas) 15,261 1,641 4,154 469
25 2005 Pension/PBOP Adjustment Factor 0.00236 0.00156 0.00274 0.0267 (Line 23) / (Line 24)

DTE-01-04 Att (final).xls

05/16/2003 3:03 PM



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-5

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 1

Information Request DTE-1-5

Response

Refer to Filing at NSTAR-JJJ-1(A), p. 29. Please describe the anticipated
accounting for revenues collected under the proposed pension/PBOP
adjustment mechanism.

The revenue related to the pension/PBOP mechanism will be credited to
accounts 440 (Residential Sales), 442 (Commercial and Industrial Sales), 444
(Public Street and Highway Lighting) as amounts are billed to customers. The
difference between the amounts billed to customers and the actual expenses
recognized under SFAS 87 and SFAS 106 will be booked as a decrease/credit
(or increase/debit) to account 926 (Employee Pensions and Benefits)
depending on whether the SFAS 87 and SFAS 106 expense is less than or
greater than the recovery level of the particular year. The balance of the
under-over-recovery of pension/PBOP costs will be maintained in account
182.3 (Other Regulatory Assets) or 254 (Other Regulatory Liabilities)
depending on whether the Company is in a net over- or under-recovery
position at the end of the year.



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-6

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 1

Information Request DTE-1-6

Response

Refer to Filing at NSTAR-JJJ-1(A), pp. 31-32. In computing the first year’s
Reconciliation Deferral, what amount will be used for the amount of SFAS 87
and SFAS 106 expense included in rates, the amount collected at the time the
calculation is made (i.e. $37 million) or the amount which will be collected
through the proposed surcharge ($77 million)?

As shown in Attachment DTE-1-4, the first year’s reconciliation deferral will
be based on the amount currently collected in rates ($37 million). The second
year’s reconciliation will use the amount collected in rates in that year, which
will include the proposed surcharge.



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-7

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 1

Information Request DTE-1-7

Response

Refer to Filing at NSTAR-JJJ-1(A), p. 33. Please explain the money costs
incurred in those instances where FAS 87 and FAS 106 expenses recognized
for accounting purposes exceed the rate recovery of those expenses.

The application of carrying charges applies equally in cases where the
accounting expenses exceed the levels in rates and in cases where the
accounting expenses are less than the levels in rates. The application of a
carrying charge is intended to compensate both the Company and its
customers for the time-value of money during the period where a difference,
either positive or negative, occurs between the recognition of an expense and
its recovery from customers. The Company has proposed to use the most
recent rate of return approved for use by the Department for each company.
As noted in Exhibit NSTAR-JJJ, at 33, the return for the electric companies is
the return on the fixed component of their transition charge as established in
each company’s restructuring filing. Boston Edison Company,
D.P.U/D.T.E. 96-23; Cambridge/Commonwealth, D.P.U/D.T.E.97-111.
The rate of return for NSTAR Gas is the cost of capital used for cash working
capital calculations in its cost of gas adjustment clause, as approved by the
Department in NSTAR Gas’ most recent rate case (D.P.U. 91-60).

As explained in the response to Information Request DTE-1-8 the difference
between the SFAS 87 expense and the SFAS 106 expense and the respective
funding levels are recognized in the prepaid pension balance and the PBOP
liability accounts. These deferred accounts have the same carrying charge and
thus the difference between the amount in rates and the funding level is the
money cost for which the customer is either credited or debited depending on
the balance.



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-8

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 1

Information Request DTE-1-8

Response

Refer to Filing at NSTAR-JJJ-1(A), p. 34. Are the Prepaid Amounts upon
which the Company is seeking carrying charges equal to the $257 million
prepaid pension balance less the $53 million PBOP liability referred to earlier
on page 17.

The beginning balance of the prepaid amounts for NSTAR in total is the net of
the $257 prepaid pension balance, less the $53 million PBOP liability. Of
these amounts, 1 percent relates to non-regulated activities, leaving $202
million net balance. See Attachment DTE-1-4, page 1, line 12. In subsequent
years, carrying charges would be applied to any remaining prepaid amounts.
As explained on page 35 of Exhibit NSTAR-JJJ, the application of a carrying
charge would be symmetrical and thus the Company would also credit the
customer for carrying charges should the balances reverse.



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-9

May 16, 2003

Person Responsible: James J. Judge

Page 1 of 1

Information Request DTE-1-9

Response

Refer to Filing at NSTAR-JJJ-1(A), p. 35. Since the adoption of FAS 87 and
FAS 106, have there been years in which the rate recovery of these costs
exceeded the amount of expense for accounting purposes on a cumulative
basis? If the response is affirmative, did the Company “credit” its ratepayers
for the overpayment?

Since the adoption of SFAS 87 and SFAS 106, the cumulative amount of rate
recovery as compared to the amount of accounting expense has been both
positive and negative. See Attachment DTE-1-2. However the company did
not “credit” its customers for the overpayments, nor did it collect any
shortfall, in any year because there was no mechanism for it to do so. Indeed,
the question goes to the exact nature of the Company’s current filing — on a
cumulative basis the customer will be responsible only for the actual level of
costs incurred, no more, no less.



NSTAR Electric and Gas Company
Department of Telecommunications and Energy
D.T.E. 03-47

Information Request: DTE-1-10

May 9, 2003

Person Responsible: May 16, 2003

Page 1 of 1

Information Request DTE-1-10

Response

Refer to Filing at NSTAR-JJJ-1(A), p. 31-32. Does the Reconciliation
Adjustment effectively adjust the level of rates to agree with the amount of
FAS 87 and FAS 106 expense recorded for accounting purposes?

Yes, the Reconciliation Adjustment effectively adjusts the level of rates so
that, over time, the amounts collected from customers reconciles with the
amounts of SFAS 87 and SFAS 106 expense and also reconciles with the cash
amounts contributed to the pension and PBOP plans, eventually eliminating
any prepaid or liability amounts.



